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Tom Courchene on the 


Ontario Economic Council: an interview 


Q The OEC is a rather unusual insti- 
tution in the sense that no other province 
appears to have a similar organization. 
What is its precise role? 


COURCHENE: 


[ think that it might be useful to approach 
this question by referring to the duties of 
the Council outlined in the legislation that 
created it. The Council’s mandate is to 
advise and make recommendations to the 
Executive Council on matters relating to 
(a) encouraging the maximum develop- 
ment of human and material resources in 
Ontario, (b) promoting the advancement 
of all sectors of Ontario, and (c) fostering 
conditions for the realization of higher 
standards of living for the people of 
Ontario. In order to fulfil this goal the 
Council is empowered to research and 
publish socioeconomic studies in any area 
considered by the Council to be of con- 
cern and to create and enhance the pub- 
lic’s understanding of such issues by 
holding seminars and conferences. Under 
the legislation the Council may also 
undertake such duties as are assigned by 
the Lieutenant Governor in Council, but 
to my knowledge no such duties have ever 
been assigned. 


Q Has the OEC succeeded in fulfilling 
the mandate? 


COURCHENE: 


Overall, I think that it has. But that isa 
question best answered by others. On the 
research side I feel that the Council has 
done an excellent job. It is true that on 
occasion these studies may appear to 


many to be a bit too technical. Yet it is 
important to recognize that many of them 
will have their principal influence over the 
longer term as they influence public dis- 
cussion and debate on the various policy 
issues. On the other hand, I think that it 
would be hard to improve on our two- 
volume publication Energy Policy for the 
1980s as far as timeliness and relevance 
are concerned. I might also add that while 
the OEC’s focal point are those policy 
issues that are somewhat beyond the 
immediate concern of the government of 
the day, we have now diversified our 
publications so that we have an outlet, 
the Discussion Paper Series, which allows 
us to address issues on a more timely 
basis. 

As for the Council’s role in advising 
the government, our record is probably 
viewed as being more chequered. We can- 
not become a dispenser of policy advice 
on a short-term basis. Our role is to pro- 
vide independent analysis and advice ona 
range of issues that the Council deems to 
be important. On occasion, this will cer- 
tainly mean that some of our published 
studies will not be well received by the 
Ministers of the day. In this context it 
should be emphasized that the Council 
does not assume responsibility for the 
detailed recommendations that appear in 
the authored published research. Respon- 
sibility for them rests with the author. 
The role of the Council is to provide 
guidance in terms of the general areas 
that ought to be researched. From time to 
time we also publish ‘Council documents’ 
that do reflect the views of the Council on 
a particular policy issue. It is fair to say, 
however, that we do not use this vehicle 
as frequently as the Economic Council of 


Thomas J. Courchene was recently appointed 
chairman of the Council. 
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Canada. It is also fair to say that the OEC 
is currently wrestling with the general 
issue of how best to fulfil its advisory 
role. 


Q Where will the Council now focus its 
attention? 


COURCHENE: 


Over the last decade or so the Council’s 
research has focused largely on four areas 
— education, health, housing, and social 
security. Attention was directed to such 
considerations as program design, univer- 
sality, administration, incentives, and 
equity. Some research in these areas will 
continue to be of vital interest to the 
Council, particularly in light of the 
revised federal-provincial fiscal arrange- 
ments. More recently, however, the 
Council has given increased priority to 
the general area of industrial policy both 
in terms of the implications for Ontario 
industry and in terms of Ontario’s role in 
the context of the Canadian and world 
economies. I am very happy with this 
research thrust and I presume that it will 
maintain its current high priority for the 
next year at least. What lies beyond has 
not as yet been determined. But I will do 
my utmost to see that the research design 
and implementation are directed toward 
issues that are both policy-relevant and 
timely. 


Bill 95: severance pay 


for Ontario 


Sandra Tychsen 
OEC Staff 


Ontario has a new severance pay law 
which requires firms to pay permanently 
laid off workers a sum based on their 
years of service to the firm. The basic 
formula provides for a week’s pay for 
each year of service, with a maximum of 
twenty-six weeks’ pay, but the legislation 
also includes a number of important qual- 
ifications and exemptions. For example, 
only workers involved in a permanent lay- 
off of more than fifty workers and with 
at least five years’ service to the firm are 
eligible. The bill, enacted in mid-1981, is 
administered by the Employment Stan- 
dards Branch of the Ministry of Labour. 

Few other govenments have legislated 
severance pay for laid off workers. No 
other province, and only one U.S. state, 
has a similar law. Mandated severance 
pay is more common abroad: the U.K. 
introduced the Redundancy Payments 
Act in 1966, and in other countries, such 
as West Germany, obligatory negotiations 
with work councils often result in com- 
pensation for disadvantaged workers. 

A more common form of layoff legis- 
lation requires advance notice of plant 
closures or employee terminations. 
(Ontario’s notice requirements, and those 
of other jurisdictions, are described in a 
recent OEC discussion paper, Permanent 
Layoffs: some issues in the policy debate, 
which is reviewed on page 8 of this publi- 
cation.) Currently, Quebec is considering 
legislation which provides for extended 
notice and ‘full disclosure’ explanation 
and justification by employers. The 
Quebec and Ontario governments have 
responded differently to their growing 
layoff problems. In Ontario, large 
employers are generally obliged to give 
employees a few months’ notice and 
sometimes to provide severance pay when 
shutdowns occur. The proposed Quebec 
legislation on the other hand allows 
increased government supervision of the 
shutdown decision. 


2 


OUN T ATR: 10> ECO N OM 1 C2 C.0O UN GIL 


PERSPECTIVES 


LS 


Sn 
LX, 
ae 


Se 


SID | | RK 


Severance pay has two overall effects. 
First, it provides financial protection for 
workers, facilitates relocation, and reim- 
burses workers for the loss of job rights, 
and second, it makes it more costly for 
firms to fire employees in large batches, 
thus discouraging layoffs. These general 
effects have important implications. 

On the workers’ side, severance pay 
should be scrutinized for its equity and 
efficiency. Should employees fired in 
mass layoffs be treated differently from 
those losing their jobs for other reasons? 
Is severance pay rather than unemploy- 
ment insurance or other types of transfers 
the best form of financial protection? For 
both humanitarian and political reasons, 
careful consideration of these questions is 
warranted. 
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The implications of raising the cost of 
firing also deserve special examination. 
Severance pay was a topic of economic 
analysis in the 1960s in the context of 
protecting workers against dislocations of 
technological change, and the research 
suggested that mandatory severance pay, 
as a tax on firms that lay off workers, 
encourages firms to retain more workers 
in downturns and to make adjustments 
through other channels, such as hours of 
work. (This effect is the same as the 
policy goal currently promoted by the 
federal government in its new Work 
Sharing Program.) However, by raising 
the fixed cost of labour, severance pay 
may have adverse effects on the demand 


for labour. For example, firms will tend 
to substitute, to the extent possible, other 
factors of production for labour, and 
there is some evidence that employment 
opportunities may in fact decrease signif- 
icantly. At the regional level, employment 
opportunities could decline in localities 
with more stringent layoff regulations. 
Research has not yet been undertaken 
to gauge the size and significance of the 
possible effects on Ontario of mandatory 
severance pay. However, there are sug- 
gestive research results from a study by 
Stephen Nickell in Britain, where 
increased firing costs led to a substantial 
increase in unemployment in the 1970s 
due to a reduced rate of hiring. Could 
Ontario’s legislation have similar conse- 
quences? The legislation is too recent for 
a full empirical assessment, but some 
aspects of the Ontario law indicate it is 
unlikely to cause much unemployment. 
First, Ontario’s law imposes much lower 
costs on employers than the British law. 
In particular, the major cost imposed by 
British employment protection legislation 
comes from the legal cost burden of an 
unjust dismissal provision, not from the 
severance pay obligation. Another very 
important difference is that eligibility 
occurs after two years or less in the U.K., 
but only after five years under Ontario 
law. In Nickell’s economic analysis, 
unemployment was primarily induced by 
more selective hiring practices as a result 
of legal restrictions on firing. This effect 
would likely be quite significant if termi- 
nation of new employees were constrained 
but is unlikely to occur under legislation 
such as Ontario’s which covers only long- 
term employees. 


Furthermore, as labour groups argue, 
the number of employees who meet the 
qualifications of Bill 95 may indeed be 
small. Construction industry workers are 
excluded, as are those from plants which 
shut down as a result of strike costs. To 
be eligible, employees must first be willing 
to accept their employer’s offer of alter- 
native work and also to forgo any recall 
or seniority rights. Moreover, those who 
have equivalent sums from union-nego- 
tiated severance pay or supplementary 
unemployment benefits are ineligible for 
additional severance benefits, as are those 
workers who can claim their full pension 
after termination. 

Ontario’s severance pay legislation thus 
seems to avoid the perverse employment 
effects that can result from some employ- 
ment legislation, but it may offer workers 
little protection against layoffs. 
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Will increasing 
government spending 
help bring recovery? 


Douglas Crocker 
OEC Staff 


The Ontario Economic Council has 
recently acquired the capability to use the 
University of Toronto’s FOCUS-PRISM 
model system for policy simulations. This 
model is unique in that it gives results not 
only for Canada but for all the provinces 
as well. 

In a forthcoming publication, Peter 
Dungan of the University of Toronto and 
Douglas Crocker of the Ontario Econom- 
ic Council will use the FOCUS-PRISM 
system to produce a ten-year projection 
of the Canadian and Ontario economies. 
The model can also be easily used to 
simulate the effects of a large variety of 
policy changes. 

To show how the model makes it pos- 
sible to test policy alternatives, a simple 
experiment — a continuous increase in 
government expenditures — is discussed 
below. Of course the FOCUS-PRISM 
system can handle much more complex 
fiscal, monetary, or commercial policy 
options. 

To simulate policy changes we must 
first have what is called a ‘base case’ — a 
state of the economy that would prevail 
in the absence of the policy changes con- 
sidered. All policy and resulting changes 
are therefore measured against this ‘base 
case’. We then make the following 
assumptions: 


federal government expenditures on goods 
and services are increased $500 million 
(constant 1971 dollars) above the base case 
values each year for five years; 


the Bank of Canada continues with its 
policy of gradually reducing the rate of 
growth of the money supply (M1); 

the exchange rate is allowed to float freely 


without any intervention from the central 
bank. 
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The simulation results show the tradi- 
tional effects of an expansionary fiscal 
policy on real GNP and prices (Figures 1 
and 2): 


¢ over the initial years the real GNP increases 
by a smaller percentage than the price level; 
over the later years the real GNP actually 
declines relative to the base case; 


* inflation is up by about half a percentage 
point in the second through the fourth 
years but is about the same in the fifth year, 
although the price level continues to be 
higher; 

* there is a slight reduction in the unemploy- 
ment rate. The most favourable effect 
occurs in the fourth year, when it falls by 
0.35 percentage points. 


The relatively modest increase in real 
GNP is partly due to the reduction in 
private investments as a result of higher 
interest rates, driven up by additional 
government borrowing, and partly due to 
the increase in purchases of foreign goods 
as domestic goods become more expen- 
sive. Eventually, increased imports and 
reduced exports exert pressure on the 
Canadian dollar, raising domestic prices 
even more. 


Figure 1 
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Universal or 
selective? The debate 
on income security 


Cutting expenditures on income security 
programs by basing the payments more 
selectively on income can paradoxically 
result in a less equitable program says a 
policy study by former Ontario Economic 
Council Research Officer Michael 
Mendelson. Because the tax relief to the 
wealthy from such a move can far out- 
weigh their loss of benefits, he argues, the 
total effect on income redistribution can 
take an unexpected turn. It is the distri- 
bution of net benefits, and not the distri- 
bution of transfers, that represents ‘the 
bottom line’. In light of a proposed set of 
criteria of equity, efficiency, and com- 
patibility, the study analyses proposed 
changes to income security programs. 
The key to efficiency, he argues, is to 
minimize administrative costs, work dis- 
incentives, and savings disincentives for a 
given amount of redistribution or of 
some other tax-transfer objective. The 
question of compatibility depends upon 
Canada’s existing institutional and social 
structure, and the most important factors 
here are the need to minimize the stigma 
of receiving income security payments 
and the problems of co-ordinating federal 
and provincial responsibilities. Universal 
programs have important merits in these 
respects. 

The report points out that although the 
payments made by universal programs do 
not decrease as the recipients’ earned 
income rises, the net benefits of a uni- 
versal program will be progressive if the 
tax system itself is progressive. ‘Moving 


to greater selectivity may mean that both 
the poor and the wealthy will be net win- 
ners, the former from increased transfers 
and the latter from decreased taxes, while 
the middle-income group will be net 
losers.’ 

When all factors are taken together, 
Mendelson believes that a model income 
security system should consist of several 
programs designed to serve a number of 
different purposes. He therefore con- 
cludes that the most desirable income 
security system would not be a single 
monolithic negative income tax but rather 
a program to redistribute from the rich to 
poor, supplemented by others that redis- 
tribute from the employed to the unem- 
ployed, from the pre-retired to the 
retired, and from the well to the injured. 


Universal or Selective — The Debate on 
Reforming Income Security in Canada, by 
Michael Mendelson, Policy Study Series, 1981. 
A former research officer with the Ontario 
Economic Council, Mendelson now works 
with the Ministry of State for Social 
Development. 
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The Canadian 
Charter of Rights 
and Freedoms 


In this short but authoritative review, one 
of Canada’s foremost constitutional 
authorities argues that the Charter of 
Rights and Freedoms will profoundly 
affect all aspects of Canadian society, 
including the economy. There are clear 
economic implications in the entrench- 
ment of mobility rights and interprovin- 
cial equalization. Major changes in 
labour markets, for example, could result 
from provisions concerning discrimina- 
tion and linguistic rights, depending on 
court interpretations. Many economic 
regulations and statutes will require 
revision, and uncertainty will likely 
persist for years as the courts gradually 
narrow the interpretation of the Charter’s 
imprecise language. 

Professor Smiley undertakes a compre- 
hensive analysis of the Canadian Charter 
of Rights and Freedoms, examining the 
nature of human rights; the Charter’s 
background; egalitarian, linguistic, and 
mobility rights; emergency powers; and 
the Charter’s possible consequences. The 
study emphasizes that human rights are 
rarely absolute and that differences in 
them between provinces may sometimes 
be justified. Moreover, human rights 
change as society’s values change, and 
involve compromises between legitimate 
values. Entrenchment of the Charter in 
the Constitution effectively transfers the 
power of interpretation to the Canadian 
legal system. Thus the Supreme Court of 
Canada will become increasingly involved 
in political issues, such as the highly con- 
tentious division of powers between the 
federal and provincial governments. 
Smiley contends that it is reasonable to 
expect a higher degree of politicization of 
the Court. This will occur in a system of 
parliamentary supremacy devoid of a 
constitutional doctrine emphasizing 
checks and balances such as exists in the 
United States, which also has entrenched 
human rights. 


The Canadian Charter of Rights and 
Freedoms, 1981, by Donald Smiley, Discussion 
Paper Series, Ontario Economic Council, 
1981. Donald Smiley is a Professor of Political 
Sciences at York University. 


Economic inequality: 
causes and cures 


The distribution of current income is 
inadequate as a measure of economic 
inequality in society argues Charles Beach 
in an authoritative analysis of the question 
in Ontario. Economic well-being depends 
on the long-run income and wealth status 
of a household, whereas current incomes 
differ in part because they reflect indi- 
vidual preferences for non-pecuniary 
benefits. 
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Furthermore, as people move through 
their lives their needs change in ways not 
reflected in their income. ‘For young 
households,’ the study says, ‘policies 
should concentrate on easing capital 
market restrictions, reducing employment 
discrimination and barriers to job entry, 
improving job market information, and 
providing opportunities for training and 
employment. Elderly, retired, and dis- 
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abled persons, however, would be helped 
more by income-support, transfer 
payments, and social insurance, which 
would help even out the peak and subse- 
quent trough of the income profile. For 
prime-aged families, the emphasis should 
instead be on improving long-run pro- 
ductivity, reducing the personal costs of 
employment (particularly for female 
heads with dependent children), increas- 
ing on-the-job training and information 
on how to acquire it, and shortening gaps 
in employment.’ 

Showing that income differences are 
systematic and long-run, Beach argues 
that ‘behind the observed distribution of 
incomes lie more basic . . . distributions 
of wealth (human and non-human).’ The 
stocks of wealth cause income to vary and 
enable economic advantages to be trans- 
mitted from one generation to the next. 
‘Therefore, if there are to be policies for 
reducing economic inequalities, they 
ought to recognize the source of these 
inequalities in wealth stocks and not just 
consider observed differences in current 
income.’ 

The extensive study shows how incomes 
vary with age, labour market attachments, 
experience, educational level, occupation, 
transfer receipts, and investment benefits. 
An individual’s net worth, according to 
Beach, reflects life cycle patterns in asset 
holdings and debts that are usually deter- 
mined by family investment in housing 
and financial adjustments for retirement. 
Family size and composition, and adjust- 
ments for accrued capital gains and net 
worth holdings, Beach suggests, contrib- 
ute to the inequality of economic well- 
being. 


Distribution of Income & Wealth in Ontario: 
Theory and Evidence, C. M. Beach, with D. E. 
Card and F. Flatters, Ontario Economic 
Council Research Studies, University of 
Toronto Press, 1981. Both Beach and Flatters 
teach at Queen’s University. Card is a graduate 
student in economics at Princeton University. 
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Layoffs in Ontario: 
What should the 
government do? 


As the press continues to report new out- 
breaks of industrial layoffs, it has become 
increasingly clear that little is actually 
known about the problems caused for 
Ontario, and especialiy about what 
options the provincial government has to 
alleviate these problems. These findings 
are central points in a recent OEC discus- 
sion paper by Ronald Saunders entitled 
Permanent Layoffs: Some Issues in the 
Policy Debate. A basic problem is the 
lack of official data: layoffs affecting less 
than fifty workers need not be reported, 
and an advance-notice requirement when 
more than fifty workers are involved 
leads to some overstatement. Neverthe- 
less, there has been sufficient apparent 
growth in collective dismissals over the 
past two years to make the search for 
remedies a high political priority. 
Saunders reviews programs of assis- 
tance and legislation related to permanent 
layoffs in Ontario, but also describes pro- 
grams elsewhere in Canada, and in the 
United States and Europe for compar- 
ison. (Since only the advance notice 
requirements of the current Ontario legis- 
lation were in place when Saunders’s 
report went to press, the new severance 
pay provisions for Ontario are described 
elsewhere in Perspectives .) Implicit in 
Saunders’s overview is the fact that there 
are few policy approaches in place else- 
where which are not reflected to some 
extent in current provincial or federal 
programs in Ontario. What he makes 
clear is that no panacea has appeared. 
Government regulation in this area is 
justified, he argues, by social costs of 
collective dismissals, costs that include 
increased use of health care and crime 
prevention services as well as lost output. 
Assistance programs are justified on 
grounds of equity, he says, to distribute 
the costs of economic change across 
society and to ensure that individuals in 
similar economic circumstances are 
treated equally. The existence of collec- 
tive bargaining and thus presumably the 
ability of employees to protect themselves 
if they wish does not mean the govern- 
ment has no need to intervene or assist, 
he adds, because only one-third of the 
Ontario labour force is unionized, and in 
any event such services as health care, 
employment counselling, and welfare are 
financed by everyone. An important 


aspect of solving the problems caused by 
permanent layoffs, he points out, is the 
pursuit of a policy of full employment. 

One policy instrument is to tax firms 
for layoffs by imposing such things as 
severance-pay and advance-notice 
requirements. The problem is that a tax 
which discourages firings may also dis- 
courage investment and new hirings and 
make it particularly difficult for workers 
with marginal skills or dubious employ- 
ment histories to find work. 

Another instrument is subsidies to 
encourage worker mobility, such as 
retraining and relocation grants. Since 
these increase job security they have been 
criticized for encouraging slack perform- 
ance by employees. Saunders points out, 
however, that increased employment 
security can reduce employee resistance 
to technological change and might there- 
fore tend also to increase productivity. 
Canadian retraining and relocation pro- 
grams are much less extensive than 
European ones, many of which appear to 
have been successful. A major hindrance 
to worker mobility may be the lack of 
portability of private pensions. Saunders 
supports the recommendations of the 
Haley commission to make pensions 
completely portable. 

Better information is needed about the 
number of employees laid off, their skills, 


and employment opportunities elsewhere. 


Saunders recommends that an employer 
who has scheduled mass terminations 
should be required to participate in an 
adjustment committee to facilitate 
management-labour consultation and 
plan counselling, placement, and transfer 
services. These Manpower Adjustment 
Committees should also help efforts to 
improve the quality and quantity of 
labour market information. 


Permanent Layoffs: Some Issues in the Policy 
Debate, by Ronald S. Saunders, Discussion 
Paper Series, released November 1981. 
Saunders teaches at the University of Toronto. 
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Medicare: the views 


of two economists 


Richard Bird finds Judge Hall’s timely 
review of Canada’s medicare system 
inadequate because it fails to ‘grapple 
with some of the real issues and problems 
of Canada’s provision and financing of 
health care.’ The main misgiving people 
have about the Canadian medical care 
system, according to Bird, is that because 
of rapidly rising public health costs tax- 
payers are paying more and getting less. 
The introduction of publicly financed 
health care in Canada, however, was not 
responsible for the rise of health care 
costs. While the suppliers of medical 
services, particularly physicians, have 
under the prevailing system a vested 
interest in giving patients the ‘best’ care 
regardless of social cost, more (rather 
than less!) public control of health pro- 
visions will reduce suppliers’ role in deter- 
mining supply but need not imply more 
direct decision-making by bureaucrats or 
more efficient resource use. 

Bird points out that certain public 
expenditures, such as programs to reduce 
smoking and pollution, though not expli- 
citly related to public health, could result 
in lower public health costs. 

The Hall Report is ambivalent on the 
issue of provincial versus federal funding 
and on conditional matching grants as 
against unconditional non-matching 
block grants. Bird notes that giving 
provinces greater autonomy will facilitate 
efficient decision-making and will permit 
more experimentation among the various 
provinces. 

Roderick Fraser emphasizes that health 
care is only one, perhaps a minor, deter- 
minant of the general state of health of 
the populace. Noting that the Hall Report 
has a chapter entitled ‘Life Styles and 
Health Care,’ Fraser thinks that this 
treatment is still rather limited. He advo- 
cates that health promotion, rather than 
better and more accessible hospital and 
medical care, should be the main objec- 
tive of all health programs. Since scarcity 
of resources is a fact of life, Fraser sug- 
gests that ‘the achievement of the highest 
possible health standards for all our 
people,’ as stated in the 1964 Charter of 
Health, cannot be a realistic goal. Health 
programs are valuable only as long as 
their benefits exceed costs. 


Patients usually delegate much of their 
freedom of choice to physicians, who 
therefore have an opportunity to generate 
demand for their services. Though recog- 
nizing that such an opportunity is not 
unlimited, Fraser believes that the num- 
ber of services provided by a physician is 
indeed responsive to the fees charged. 
Although the incomes of physicians as a 
whole appear to have fallen relative to 
those of other professionals in recent 
years, because the age, experience, sex, 
and other characteristics of physicians 
have changed, it is not clear that the 
relative income of physicians in a given 
socio-demographic category has declined. 
Fraser agrees in principle to Hall’s recom- 
mendation for a third-party, non- 
medical, non-governmental body to inter- 
vene when negotiations regarding fees 
come to a deadlock. For this arbitration 
to be fair, however, more knowledge 
about relative incomes is required. 

Fraser believes that there is a definite 
role for user fees to play in the area of 
public health. User fees would encourage 
people to adjust their life style to avoid 
health care costs and generate funds to 
support health promotion programs. 


Commentaries on the Hall Report, Richard 
Bird and Roderick Fraser, Discussion Paper 
Series, Ontario Economic Council, 1981. Bird 
teaches at the University of Toronto. Fraser 
teaches at Queen’s University. 
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Pension reform 
at a crossroads 


The Report of the Royal Commission on 
the Status of Pensions in Ontario (1980) 
has been heavily criticized by three econo- 
mists reviewing it independently in a 
recent Council publication. The Report 
contains two central ideas. The first is a 
proposal for a mandatory pension plan 
called ‘Provincial Universal Retirement 
System’ (PURS). It requires contributions 
according to a fixed formula and provides 
benefits that vary according to the accu- 
mulated value of the contributions and 
investment returns. (Such plans are called 
‘defined contribution plans’.) The second 
is a proposal for an inflation tax credit 
designed to offer some protection to pen- 
sioners against the erosion of purchasing 
power by inflation. Neither proposal is 
endorsed by the economists. 

Baldwin and Ascah find PURS totally 
unacceptable. Although Pesando recog- 
nizes most problems cited by the other 
two authors, he notes that, during infla- 
tionary times, pension plans that specify 
fixed nominal benefits (these are called 
‘defined benefit plans’) may fail to pro- 
vide adequate pension incomes. ‘Thus,’ he 
concludes, ‘in spite of the prevalence of 
defined-benefit plans, the case for man- 
dating a universal defined-contribution 
plan — such as PURS — merits serious 
consideration.’ Moreover, Pesando thinks 
that the uncertainty about the future real 
value of pensions may be minimized by 
adopting a suitable investment strategy. 

Apart from the uncertainty of benefits 
the authors find PURS inequitable and 
regressive. People would enjoy different 
pensions for retiring at different times. 
Since PURS would require a relatively 
long phase-in period (47 years) before 
reaching maturity, it fails to provide 
adequate protection for those retiring 
during that period. With increased man- 
datory contributions by employers and 
their shifting of the cost to the employees, 
workers would have a lower take-home 
pay before retirement. Low-income 
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retirees would be worst hit and would see 
their other benefits (such as the Guaran- 
teed Income Supplement) reduced 
because the pension would be earnings- 
related. In addition, other features in the 
proposal would effectively lead to the 
replacement of the flat-rate universal Old 
Age Security pension, which is financed 
out of general revenues, with an uncer- 
tain, non-indexed pension, which would 
be financed by a regressive payroll tax. 

Ascah is disappointed with the absence 
of a recommendation for upgrading 
deferred pension benefits (i.e. revising 
benefits upward from the time of ter- 
mination of employment to the time of 
retirement) for workers switching from 
one job to another before retirement. 
Pesando finds the Commission correct in 
ignoring the recommendation of the Task 
Force on Retirement Income Policy for 
updating deferred annuities of terminated 
vested employees. He points out, how- 
ever, that deferred pensions could be 
accorded improved cost-of-living 
protection. 

As for the inflation tax credit proposal, 
all the authors see it as well intended but 
ill conceived. Suffering from technical 
flaws, it is inequitable and costly. 

Baldwin and Ascah are in favour of 
expanding public pension plans like 
CPP / QPP, which enjoy national porta- 
bility and full indexing without the 
inequity problems associated with PURS. 
Pesando, unpersuaded by the Commis- 
sion’s arguments against increasing fund- 
ing for the CPP, notes the potential 
inequity problems in a pay-as-you-go 
scheme of financing the CPP as recom- 
mended by the Commission. 


Commentaries on the Haley Report on 
Pensions, by Louis Ascah, Robert Baldwin, 
and James Pesando, Discussion Paper Series, 
Ontario Economic Council, 1981. Ascah 
teaches at the University of Sherbrooke, 
Baldwin works with the Canadian Labour 
Congress. Pesando is a professor at the 
University of Toronto. 
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